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SUBJECT: VENEZUELA'S RESERVES GO DOWN AND UP 

1 . DURING MONTH OF MAY VENEZUELA'S FOREIGN EXCHANGE HOLDINGS 
DECLINED $484 MILLION DESPITE INCREASED EARNINGS FROM PETROLEUM 
EXPORTS. THE DECLINE, WHICH OCCURRED ALMOST ENTIRELY IN TIME 
AND SIGHT DEPOSITS HELD IN U.S., IS ATTRIBUTED TO FOLLOWING CAUSES: 

(A) THE REVERSAL IN THE INTEREST RATE DIFEERENTIAL WHICH MAKES 
BORROWING IN VENEZUELA (WITH 9.25 PER CENT PRIME RATE) MORE ATTRAC- 
TIVE THAN IN U.S. (WHERE THE PRIME RATE IS IN EXCESS OF 1 1 PER 

CENT). 

(B) ACCEPTANCE OE GOVERNMENT'S ASSURANCE THAT THERE WILL BE NO 
REVALUATION THUS CAUSING SPECULATIVE MONEY TO RETURN ABROAD. 

(C) CONCERN BY BUSINESS COMMUNITY ABOUT EFFECTS OF GOVERNMENT'S 
NEW ECONOMIC MEASURES ON BUSINESS CONDITIONS AND IN PARTICULAR 
ON FOREIGN INVESTMENT CLIMATE. 

2. CENTRAL BANK TOOK UNUSUAL STEP OF RELEASING REPORT CARRIED ON 
FRONT PAGE JUNE 5 EDITION OF EL NACIONAL THAT GOVERNMENT WOULD 
RECEIVE TODAY (JUNE 5) MORE THAN $1.1 BILLION IN PAYMENTS FROM 

OIL COMPANIES WHICH WOULD BRING CURRENT LEVEL OF FOREIGN EXCHANGE 
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RESERVES TO ALMOST $5 BILLION. CREOLE ALONE WOULD PAY BS. 1.8 
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BILLION. PURPOSE OF GOVERNMENT IN RELEASING THIS INFORMATION 
WAS PROBABLY TO ALLAY FEARS WHICH COULD BE GENERATED BY END OF 
MAY DROP IN RESERVES, WHICH SOME PEOPLE WOULD ATTRIBUTE TO 
UNCERTAINTY CREATED BY GOVERNMENT'S NEW ECONOMIC PROGRAM. 

3. LIQUIDITY SITUATION OF BANKS HAS UNDERGONE A COMPLETE TURNAROUND 
IN LAST COUPLE OF WEEKS FROM BEING ONE OF EXCESS LIQUIDITY TO ONE 
OF CURRENT TIGHTNESS. 

MCCLINTOCK 
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